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THE BALANCED MONETARY POLICY ACT OF 
1983 



THURSDAY, JUNG 9, 1983 

House of Representatives, 
subcommntee on domestic monitahy policy, 

COHHTTTBE ON BANKING, FINANCE AND UrBAN AfFAIBS, 

Washington, D.C. 

The subcommittee met, pursuant to call, at 2:07 p.m. in room 
2128, Rayburn House OfHce Building, Hon. Walter E. Fauntroy 
(chairman of the subcommittee) presidiiig. 

Present: Representatives Fauntroy, Patman, Hansen, and HUer. 

Chairman Fauntroy. The subcommittee will come to order. 

This eiftemoon we are privileged to have the opportunity to hear 
from one of the truly great leaders in the House, indeed in the 
entire Nation. Jim Wright over the many years that he luis served 
in public ofHce has always made his foremost objective the fulfill- 
ment of the hopes and aspirations of the American people. Today, 
he has come to address policies that threaten this American dream. 

It is a dream that is couched in terms of sometimes arcane eco- 
nomic concepts; but it is a dream that is realized through the provi- 
sion of jobs, educational opportunities, farms and businesses, homes 
and cars, and the gold years of retirement That, really, is what 
economic policy is all about. Ebanomic policy is not about GNP, in- 
terest rates, monetary aggr^ates, or bank credit. It is about 
having a job with prospects of improvement; about having a home 
and food to eat; about giving our children opportunities to prosper 
in the future. Ultimately, it is about the stability of our society, 
and whether we will have the capacity to share or whether we 
shall have the stronger prey upon the weaker. These are the rea- 
sons I sought the chairmanship of this subcommittee and these are 
the reasons that our ni^*ority leader is here today. 

For the last three years, our economic policies generally and our 
monetfuy policy specifically have failed to focus upon the end prod- 
ucts of what an economy is supposed to deliver— goods and serv- 
ices. We have focused instead upon something called supply-side 
economics to the detriment of food for the poor, housing for the el- 
derly, and medical care for the sick. In our monetary policy, we 
have become captives of monetary aggr^^tes to the detriment of 
interest rates, jobs, housing, and industrial growth. In directing 
economic policy, this subcommittee has a special responsibility for 
money and credit — how it is provided, how fast or slow it should 
grow, how payments should be made. 
(1) 
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As part of that process we must fissure ourselves that the mecha- 
nisms with which we oversee and direct the Federal Reserve are 
useful, meaningful, and nondestructive. We have held a number of 
hearings on this issue over the 30 months that I have chaired this 
subcommittee. We will hold even more. We will hear from every 
viewpoint and we will report a bill which encompeisses the totality 
of the best thoughts we can glean from every sector of our Nation. 
It is our hope that we can do this by the end of this month. 

Congressman Jim Wright has been one of the foremost propo- 
nenta in the Hoiue of an approach which I very much want us to 
carefully consider and seek to integrate into our legislative think- 
ii^ on this matter. The bill which he has developed would have the 
Federal Reserve include real interest rates among its targets. Real 
interest rates reflect the true cost of borrowing, eifter inflation is 
subtracted from nominal rates. If real interest rates are too low or 
negative, that encourages excessive borrowing and promotes infla- 
tion. If they are too high, that discourages investment, and contrib- 
utes to unemployment. Real interest rate targets, if they can be de- 
veloped in a form that the Fed can realistically achieve, could be 
extremely helpful in assuring that the Federal Reserve does what 
we want it to do, namely, promote stable growth, increased employ- 
ment and reduced inflation. 

This is a tall proposition that the majority leader has agreed to 
tackle. He is, however, more than equal to it, as we know from his 
prior appearances before this subcommittee. Once figain, I welrame 
you to this subcommittee and I anxiously await your testimony. 

[The full text of Chairman Fauntroy's opening statement and a 
news release, dated June 6, 1983, announcing the testimony of 
House Mfgority Leeider Jim Wright before the subcommittee, 
follow:] 
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Chairman Fauntsoy. I welcome you, Congreaaman Wright, to 
this subcommittee. I look forward to your testimooy. 

I Bee we have a vote on the House floor now. 

Mr. WBiaHT. Mr. Chairman, there is a vote. I didn't hear the an- 
nouncement, I think it nuiy be on final passage of the bill or maybe 
on an amendment 

Mr. Patman. As I understand the vote is on the motion by Mr. 
Brown of Colorado that the amendment specified for the Democrat 
and Republican parties be stricken from the allocation. 

Mr. Wright. So far as I {un aware, and I inquired just before 
coming over, that it wets 10 minutes ago the only remaining amend- 
ment to this bill. If there is any illusion on anybody's part that the 
majority leader sets the schedule around here, the timing of this 
vote should shatter that illusion. 

Let me suggest that it might be beneficial for all of us if we were 
to go over and cast our votes and perhaps wait and see, if there are 
no other amendments the likelihood would be that there would be 
a vote on final passage, cAtviatii^ a trip back and forth and then I 
would return, if that would be satisfactory to you, Mr. Chairman. 

Chairman Fauntsoy. Without objection, we will recess until 
after the vote. 

[Recess.] 

Chairman Fauntroy. The subcommittee hearing will resume at 
this time. I am pleeised as I can be to reci^nize me distinguished 
leader of the House, Congressman Jim Wright. 

STATEMENT OF HON. JIH WRIGHT, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 

Mr. Weight. Thank you very much, Mr. Chairman. I appreciate 
ihe chance to come and visit with this subcommittee about the bills 
that are pending. As you are aware, I am one of the sponsors of 
H.R. 2546, which would impose certain directions upon the Federal 
Reserve Board and give to that Board a sense of clear congressional 
purpose. 

I have been quite deeply concerned about the effect of high inter- 
est rates upon the economy for so long that I feel as I did some- 
times when I was a boy — I know you will have a familiar reaction 
to this, Mr. Chairman. 

We would sing in your church at the end of the service, "Just As 
I Am," and there were eight verses printed in the hymnal. I knew 
them all by memory because so many times, I had sung all eight of 
them, Euid if the minister had evoked no response from any way- 
ward sinner to come forward during the eight, we would sing them 
a^in. Now, I feel eis though I am on that eighth verse about the 
third time in an attempt to get something done in Congress to pro- 
vide a sense of clear congressional purpose and direction to the 
Federal Reserve Board. 

I was deeply distressed yesterday to read in the newspaper an ac- 
count of a decision made Tuesday, and reported by the Associated 
Press throughout the Nation, in which Uie Government, for the 
first time in more than a year, is raising the interest rate ceiling 
on federally insured single-family home loans. That ceiling; was 
raised on last Tuesday by another half a percentage point, going up 
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to 12 percent again. Conventioneil mortgage rates have risen to 
about 13.25 percent in the past few weeks. 

If this presages another upward spiral in interest rates, I very 
much fear, Mr. Chairman, that it wUl spell the very absolute end 
of Uie little tentative recovery that all of us have hoped we were 
seeing set in motion. It is certainly clear that we cannot have a 
robust economic recovery with h^h interest rates. 

In my opinion, the deep recession through which we have been 
going in the last couple of years did not have to happen. I think it 
was a man-made recession. I attribute the recession more than aiw 
otjier one thing to the decision by Mr. Volcker, in October of 1979, 
that he no longer would pursue the historic policy of the Federal 
Reserve Board to monitor two items. 

One, was the interest rate, and the second was the money supply. 
But that he would concentrate solely and exclusively upon the 
money supply emd let the interest rates float just as high as the 
biggest bainks in the country would let them float. That to me was 
an abrogation of duty. I believe we in the Congress have a clear 
responsibility to make it unmistakable that we do not intend for 
that to happen again. On the contrary, I think we must briiig in- 
terest rates down. Whatever it takes in the way of public policy for 
us in the Congress to assert our primacy over that responsibility 
which was given to us in the Constitution and to bring interest 
rates back to a liveable level, I think must be done. 

What has happened as a result of the misbegotten policy of Octo- 
ber 1979, has been the highest interest rates in American history, 
and it has brought on the second deepest depression in this cen- 
tury. It is beyond our power to overemphasize the negative effect 
upon people of high interest rates. It heis spiraled inflation instead 
of curtailing it, in most instances, and in this case, there has been 
a reduction in the inflation rate because the economy ground to a 
halt. And you cem always halt inflation by creating so deep a de- 
pression and a recession that people are all out of work, and they 
don't have money to buy goods and, therefore, the price of goods 
would go down. But more Uian any other one thing, the decline in 
the inflation rate, it seems to me, is attributable to the decline in 
the price of petroleum and the decline recently in the price of 
money. It seems tragic that the policy would be reversed at tiiis 
point. 

Let me just give you these statistics in order that we may appre- 
ciate how severely the change has aifected interest rates. During 
the 20 years prior to the Volcker decision of October 1979, to aban- 
don the responsibility to keep interest rates liveable, for those 20 
years the prime rate avereiged 6.5 percent. From 1959 to 1979 the 
prime rate averaged 6.5 percent. In the 2 years immediately follow- 
ing the 1979 policy, the prime rate averaged 16.8 percent. 

Now, this has created severe economic distress not only in this 
country but throughout the world, and the participants in the Eco- 
nomic Summit at Williamsburg only a few days ago, declared: "We 
must focus on achieving and maintaining low inflation and reduc- 
ing interest rates from their present too-high levels." 

Let me repeat that again: "Reducing interest rates from their 
present too-hi^ levels." Indeed they are too high. 
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In order that you may appreciate the effect that these high inter- 
est rates have had upon economic growth, I think it might be 
useful for us to examine some charts. I have handed out copies of 
these to members of the subcommittee. 

[The charts referred to appear on pp. 15-17.] 

On my left is a chart portraying real interest rates. At the 
present time, the real interest rate is about 6.5 percent, if we say 
that the current rate of inflation is about 4 percent and the prime 
rate is 10.5 percent. The real interest rate is the difference betvraen 
the rate of inflation and the prime rate. 

Now, if you will look back to 1961, and examine that 20-year 
period, you will see that the reeil interest rate, measured in the 
w^ I have just described, has always been below 3 percent until 
1981; and that the real interest rate for the most part was more in 
the range of 2 percentage points. Now, it is 6.5-percent interest, the 
highest real interest rate in history and over the most sustained 
pmodof time. 

On the other chart, we see the unavoidable, inescapable, inevita- 
ble result of that policy. This chart measures economic perform- 
ance in real growth in IJie gross national product. You can see how 
that has averaged, over this period of time, somewhere in the 4-per- 
cent range. In the last 2 years, with those astronomical interest 
rates, it has been n^ative — it will happen every time. 

What happens with high interest rates when they are allowed? 
For one thing, banks become terribly autocratic. I read an £tlarm- 
ing thing the other day, in a newspaper about Citibank of New 
Yra'k. It doesn't want any small depositors. Can you imeigine that? 
I will guarantee you a guy in Weatherford, Tex., cannot conceive of 
a bank being so arn^ant that it announces that it doesn't want 
any small depositors. 

Banks have been chartered by the Government of the United 
States to serve the public convemence and need. They haven't been 
chartered to serve their own selfish greedy purposes, but unfortu- 
nately, that has happened. What does it do to people? We have had 
in tl:^ last couple of years tlie bluest bankruptcy rate in small 
businees that we have suffered since the depth of the Depression. 
Last year, one of the subcommittees of our House conducted hear- 
ings [wobing the reasons for the big increase in bankruptcies 
among smaU businesses. The theme that recurred in testimony by 
witn^ after witness, judges in bankruptcy and others who were 
close to the bankniptoy proceedings, was that the bankruptcies had 
been brought about by the enormous burden of debt created by 
hi^ interest rates, under which the small businessman sufferra 
and suffocated and simply could not breathe. It had reached the 
want that most of those businesses forced into bankruptcy had 
been suffering a situation in which as much as 70 percent of their 
cash flow, 70 percent of their gross sales had to be paid in interest, 
before they reduced the debt or carried on an;^ of their activities. I 
don't know of any business that can survive in that kind of a cli- 
mate. 

I am particularly concerned, because of the effect that this 
return to increased interest rates will have on housing. I know a 
man who is trying to buy a new house. He has about a $70,000 
mortgage on his present house. It was taken out about 5 years ago. 
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and on that morteage he is paying 8.5-perceDt interest. He has ar- 
raoAed it so that he could move up and buy a little nicer house and 
Btiirpay out on a $70,000 mortgage. He would have more equity 
and therefore, could achieve a nicer place for his family. 

But he still would owe $70,000. Now, mark this: On the same 
amount of debt, the same amount of money owed, the mortgage he 
would have to take out today to finance that $70,000 debt will cost 
him about $340 more every month. It will cost him about $840 
more everv month just for the dubious privilege of owing the same 
amount oi money. It doesn't buy him anything. He doesn t get any- 
thing for it. And of course when a fellow has to pay $4,000 or more 
a year in just excess burden with no benefits deriving from it, it 
drags him down as a consumer. It makes it more and more difficult 
for an average young couple ever to buy a house, it stymies the in- 
cipient revived of the home-building industry, it keeps people out of 
work, and ultimately it hurts everybody. 

Even the person m business who would like to go and invest in 
some j(d)-creBting enterprise is discouraged from doing so when in- 
terest rates are so high. He can take whatever cash he may have 
av^able to him and put it in a certificate of deposit and get an 
assured return of maybe 10 percent, 9.5 percent, 11 percent. He 
isn't going to risk that and borrow more money when he doesn't 
see any climate conducive to economic grfwth, and when he is 
going to have to pay such an astronomical sum for the money he 
borrows. 

It kills the economic viability of any expansioneu^ program that 
he might put in motion to revive the economy. So, it hurts all the 
way around. It hurts the Government of the United States. 

There is another chart that I have handed out to some of you, 
entitled "Some Ways to Lower the Federal Deficit." This is not in- 
tended as a progreun that this committee could undertake, it is iust 
illustrative of some of the bigger things that could affect that de& 
cit in a benign way. 

I have indicatea on the top part of the graph what effect would 
be had upon these deficits projected in Mr. Reagan's budget of $189 
billion for 1984, and successive amounts for 1985 find 1986 if we 
were to do four things. The first one, the top ^rtion, represents 
what would occur if we were to eliminate the tmrd year of the tax 
cut. Over a 3-year period, the reduction would amount to a reduc- 
tion of $98 billion in the deficits. Second, if we were to cap the 
third year at $700, which is what seems more likely, it would shave 
$28 bdlion off the deficits in 3 years. Third, if we should hold de- 
fense spending to 5 percent real growth, it will shave the Presi- 
dent's budget deficit about $59 billion over 3 years. 

The thini line from the top, that runs horizontally across the 
page, represents the effect upon the budget of the Umted States if 
we were to see an interest rate decline of 2 percent. Thus the 
fourth thing is if interest rates across the board were to go down by 
2 percent, and thus interest rates on long-term Government obliga- 
tions were to go down by 2 percent, it would reduce the cost of Gov- 
ernment or managing our debt in a 3-year period l^ an estimated 
$69 billion, the same that we can get by holding mihtary growth at 
5 percent. But, beyond that, it would create the conditions condu- 
cive to employment and if we were to bring unemployment down 
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I am not suggeBting that there is a magic way in which this com- 
mittee oould paaa a IhII and say, "We hereby decree that all inter- 
est rates go down 2 percmtage points and that all unemplo]nnent 
goes down 2 peiomtage point^" but we can certainly Iwve a 
boiign infliKnoe uptm that, and it is to that end that I recommend 
that you take fitvoraMe action early on this bill so that we can 
bring it to the House floor and pass it. We had testimony on this 
legijation last year, but it was so late when vre got around to 
doing anything in the committee that we never got it on the House 
floor and, of couise, we can't do much vrith le^lation unless you 
get through the conunittee and on to the House floor. 

I encourage you in your efforts, uige you to proceed with all de- 
liberate speed. 

[The bill, H.R. 2546, and Ihe charts referred to by Mr. Wright 
foUow:] 
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H.R.2546 



To amend the Federal Reserve Act. 



IN THE HOUSE OF REPRESENTATIVES 

Apbil 13, 1983 
Mr. St Oebmain (for himself, Hr. Wbioht, Mr. Foley, Hr. Alexandbh, Ht. 
MuBTHA, Hr. Flippo, Hr. Coelho, Hr. Pebkins, Hr. db Luoo, Hr. 
DAacHLB, Hr. Howakd, Hr. Bbtaht, Hr. Dyhallv, Hr. Sob, Hr. 
Fbank, Mr. BBurJETT, Mr. Andeebon, Mr. Fbost, Mr. HuBPinr, Hr. 
COYNB, Mr. RODiNO, Mr, Smith of Florida, Mr. Ecrabt, Mrs. Eennellt, 
Hr. Dobgan, Mr, Pathan, Mr, Fascell, Mr. Dowdt ot Mississippi, Mr. 
Annunzio, Hr. Gakcia, Mr. Smith of Iowa, Mr. Vandekobifp, Mr. 
NowAK, Hr. DiNOELL, Mr. Wilson, Mr. Kooovsek, Mr. Bbrman, Mr, 
HcNuLTT, Mr. Katchpoed, Mr. FoBD of Michigan, Mr. HUQHEB, Us. 
E^APTUB, Ms, MiKULSKi, Mr. Edoae, Mr. Coerada, Mr, Hance, Hr. 
Tallon, Hr. HucKABY, Hr. Harrison, Mr, Hertel of Michigan, Mr. 
HuBBABD, Mr. Florio, Mr. Wheat, Mr. Addabbo, Mr, Owens, Hr. Wil- 
LUMB of Montana, Mr, Crockett, Mr, Habkin, Hr. Vento, Mr. 
Ramall, Mrs. Lloyd, Mr. Suioa, Mr. Dwybb of New Jersey, Mr. LuN- 
DiNE, Hr. ToBRBS, Mr. Gejdenson, Mr, Minibh, Ut. Richabdson, Ur. 
JoNBB of North Carolina, Mr. Won Pat, Mr. Quarini, Mr. Wise, Mr. Ot- 
tinoeb, Us. Dakar, Mr. Kildbe, Mr. Pepper, Mr. de la Qarza. Ur. 
Glicknan, Mr. Uavboules, Mr, Evans of Ulinois, Mr. Rose, Mr. Dvbon, 
Hr. Lbhhan of California, Mr. Foolietta, Ur. Refneb, Mr. Bouchbb, 
Hr. Feiohan, Ur. Boniob of Uichigan, Ur. Obtiz, Ur. Washington, Mr. 
Seibeblino, Hr. Anthony, Ur. Wolpe, Ur. Solabz, Ur. Oobe. Mr. 
Fa2IO, Hr, UlHBTA, Mr. Boneb of Tennessee. Hr. Weiss, Mrs. Schboe- 
DBB, Ur. BONKBH, Ur. Applboatb, Hr. Bevill, Ur. Hitchbll, Hr. 
LowBY of WuhingUn, and Hr. Conyebs) introduced the Following bill; 
which waa referred lo the Committee on Banking, France and Urban Affairs 



A BILL 

To amend the Federal Reserve Act. 
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1 Be it enacted by Ike Senate and House of Representa- 

2 tivee of the United States of America in Congress assembled, 

3 That this Act may be cited as the "Balanced Monetary 

4 Policy Act of 1983". 

5 Sec. 2. Purposes. — It is the purpose of this Act to 

6 insure that monetary policy is conducted in a way which as- 

7 sures both economic growth and stable prices. It is the fur- 

8 ther purpose of this Act to return predictabihty and stability 

9 to Anancial markets, thus providing for lower, more stable 

10 real rates of interest. 

11 Sec. 3. (a) Section 2 A of the Federal Reserve Act is 

12 amended — 

13 (1) by inserting "(a)" after "Sec. 2A."; and 

14 (3) by striking out all a/ter the flrst sentence and 

15 inserting in lieu thereof the following: "In furtherance 

16 of these goals the Board of Governors and the Federal 

17 Open Market Committee of the Federal Reserve 

18 System shall establish yearly targets, consistent with 

19 economic growth and stable prices for money and total 

20 credit aggregates and for real interest rates consistent 

21 with historic levels. 

22 "(b) The Board of Governors and the Federal Open 

23 Market Committee shall take such actions as are necessary to 

24 assure that these targets are achieved, on average, on an 

25 annual basis. 
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3 

1 "(c) Nothing in this section shall be mt«rpreted to re- 

2 quire that these targets be achieved if the Board of Gbver- 

3 nors and the Federal Open Market Committee determine 

4 they cannot or should not be achieved because of changed 

5 economic conditions such as rapidly accelerating inflation or 

6 high unemployment, and if within ten days of making such 

7 determination, the Board transmits a written report to the 

8 committees of the Congress referred to in subsection (d) ez- 

9 plaining the reasons for any revisions to or deviations from 

10 such targets and notifying the committees of the new targets 

11 and of the objectives and plans for meeting those targets. 

12 "(d) In addition, the Board of Qovemors shall transmit 

13 to the Congress, not later than February 20 and July 20 of 

14 each year, independent written reports setting forth — 

15 "(1) a review and analysis of recent developments 

16 afiecting economic trends in the Nation; 

17 "(2) the objectives and plans of the Board of Oov- 

18 emors and the Federal Open Market Committee with 

19 respect to achieving its targets; 

20 "(3) the relationship of the aforesud objectives 

21 and plans to the pursuit of full employment, stable eco- 

22 nomic growth, low inflation, and affordable interest 

23 rates for productive sectors of the economy; and 

24 "(4) the relationship of the aforesud objectives 

25 and plans to the short-term goals set forth in the most 
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1 recent Economic Report of the President pursuant to 

2 section 3(aK2)(A) of the Employment Act of 1946 and 

3 to any shoit-term goals approved by the Congress. As 

4 a part of iu report on July 20 of each year, the Board 

5 of Governors shall include a statement of its objectives 

6 and plans with respect to its targets for the calendar 

7 year following the year in which the report is submit- 

8 ted. The reports and statements required under the two 

9 preceding sentences shall be transmitted to the Con- 

10 gress and shall be referred in the Senate to Uie Com- 

11 mittee on Banking, Housing, and Urban Afiairg, and in 

12 the House of Representatives to the Committee on 

13 Banking, finance and Urban Affairs. The Board shall 

14 consult with each such committee on the reports and 

15 statements and, thereafter, each such committee shall 

16 submit to its respective body a report containing its 

17 'views and recommendations with respect to the intend- 
16 ed policies of the Board. 

19 "(e) To promote order and stability in the financial mar- 

20 kets and full information about economic conditions for all 

21 citizens, the Board of Governors shall publicly announce 

22 changes in objectives and plans at the times those changes 

23 are determined. 

24 "(0 The President, as to each vote on monetary policy 

25 of the Board of Governors and the Federal Open Market 
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1 Committee of the Federal Reserve S^Etem, shall state for the 

2 Federal Reserve System's record the administration's posi- 

3 tion on such vote.". 

4 (b) The amendment made by subsection (a) takes effect 

5 on enactment. 

O 
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BELOV imSlS PROPOSED IN REAGAN BUDGETS 
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Chainnan Fauntboy. I thank you, Mr. Majority Leader. 

We have been joined by the distinguiahed ranking member of the 
subcommittee, the gentleman from Idaho, Mr. Hansen. 

Mr. Hansen. Thank you, Mr. Chairman. I appreciate being here 
in time to hear the remarks of the distinguished gentleman, who ia 
always profound and very capable of expounding thoee things that 
are i^ the moment of the day, and in a way that makes us ail have 
to pause and think, and it is idways a pleasure to have you here. 

I might mention, Mr. Chaimuin, I would like to have an opening 
statement included, and ask unanimous consent to do so. 

Chairman Fauntroy. Without objection. 

Mr. Hansen. Which I will submit for the record. 

Chairman Fauntboy. Without objection, so ordered. 

[The opening statement of Mr. Hansen follows:] 

Ch^KNiNQ Statemknt by Honorabix GmHaK Hansen 

Thank you Mr. Chainnan. I too, want to welcome the Majority Leader, Congreas- 
man Wri^t, to this hearing on a bill in which he hat taken ao much peraonal mter- 
eat and which he is coaponaoring with Chairman St Germain of the House numbing 
Committee. Given thia kind of sponsonhip the propoaed legislation obviously de- 
aervee our most careful consideration. 

While we all recogniae that tiiia bill had once before been introduced during the 
9Tth Congress, I coi^as being somewhat punled why it is being reintroduced at this 
particular time. Inflation is down abaip^ and interest rates have declined signifi- 
cantly since last summer. "nMn is nonover, itrong evidence of recovery. Even un- 
emplojrment has been declining while nearly half a million new jobs hav« been 
filled rince February. Given thase encouraging drcumstances, it is surprising that 
our colleogues on the other aide of the aide riiould propoae significant changes in 
the polidee and procedures of the Fedmrol Reaerve which is widely credited by 
thoughtflil experts for at least port of the improvemmt 

Now obviously further improvement ia possible and interect rates could and 
should decline further. But the key to this problnn amMars to us to lie in the area 
of fiscal policy, including particijoriy a reduction in budgetary deficits through a 
containment of expenditurea. In propoaiDg to intervene in the conduct of monetaiT 
policy, it seems to us, you on addrening a non-problem. The real prcri>lem lies much 
closer at home. 

Welcome again. Congressman Wright. We ore looking forward to your teatimony. 

Mr. Hansen. I would like to just say this, despite what I say in 
the opening statement, Mr. Wright, about the fact that you haven't 
heard it, e^ut the fact that I feel that there are a lot of things 
good about the economy, interest rates down, inflation rates down 
and a number of things, and I question the need at this time for 
legislation such as you are proposing, because of some of those indi- 
cations, not to say that I don't very substantially agree with jrou on 
a lot because of what happened and give the Federal Reserve too 
much credit for the upe that we are having now. 

And I think it would be rather short in our thinking because I 
think a lot of us remember the type of monetary policy that was 
going on that caused us to hit that deep bottom that jrou talked 
about, eind I think that this discussion today and any day on what 
to do to prevent thia from happening Eigain or even give it addition- 
al correction is certainly timely and I welcome this opportunity to 
discuss these matters with you. 

Thank you, Mr. Chairman. 

Chairman Fauntroy. I thank the gentleman. 
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Our nuyority leader does have a time problem. Thus I will limit 
my inquiry to one question eind submit the others for your com* 
menta later, as I hope, will other members. 

Mr. Hansen. Yes, sir. 

Chairman Fauntroy. You have mentioned a veir revealing 
chart with suffiestions as to how we may lower that Federal deiicit. 
You have alluded to the fact that, despite our best efforts, this ad- 
ministration seems prepared to have deficits of {200 billion or more 
for the rest of this decade. If that in fact should occur, Mr. M^'or- 
ity Leader, what should the Fedend Reserve do? Should it seek to 
maintain lower real interest rates despite the impact on the 
Nation, find possible long, detrimental enects on employment; or 
should it try to rescue this administration ft^m its follies by man- 
aging the monetary system in a manner which is complementaiy, 
meaning, therefore, higher interest rates and tight money. Or are 
there, in your views, other alternatives which might be employed 
in Eiddition to these two? 

Should we have a managed credit poliqr such aa credit rationing, 
that would come into play automatically instezid of simply relying 
on Interest rates to ration credit. If we were to have this rationinjg 
qnstem, one of the questions we would have to answer, I think, is 
whether there is a difference between being denied credit because 
of the interest rates, or being denied credit because one doesn't 
have the correct credit ration ticket. 

Mr. Wright. Well, I emi aware that fine-tuning from day to day 
of the money supply and monetary policy is something that must 
be conducted by a group smaller ana less desperate than the Con- 
gress. I am not foolish enough to think we in the Congress could 
make those day-to-day decisions. 

We have to repose that responsibility somewhere. I am aware of 
the difficulties which we have placed upon the Federal Reserve 
Board in achieving those objectives. My concern is that I think too 
man^ of the members of uie Federeu Reserve Board have their 
dealings almost exclusively with the bankii^ community, and with 



the biweat of the bcrnks. 
I don t even think t 



_ [ they are generally attuned to the small town 

banks, the individual home-owned banks, locally owned banking in- 
stitutions. It is only natural that people with a relatively narrow 
scope of acquaintances and association would tend to resolve things 
in a way uiat would seem beneficial to those people whom they 
know. 

I have had some of the people in the past who have been associ- 
ated with the Federal Reserve Bank say, "I don't know anybody 
who can't get a job if he really wants one." You know, the thii^ 
about it is, I believe they are telling the truth. They just don t 
know anybody who needs a job, but you do, and so do I, and I think 
Mr. Hansen knows some people who need a job, and Mr. Patman 
has people who would like nothing better than to have a job. They 
don't know anybody being hurt, but I do, and Mr. Patman and you 
do, and Mr. Hansen does. 

It seems to me that we really have a serious responsibility to 
bring these deficits down. I don't know the degree to which higher 
deficits automatically dictate high interest ratee. I know that was a 
theory that was being espoused about 2 or 3 years ago when our 



dbyGoOt^Ic 



20 

deficit was some $47 billion. Tbey said that is why interest rates 
are high, we have high deficits. Now we have a $210 billion deficit 

Some of those same people are saving deficits don't have any- 
thing to do with the interest rates. Well, I really don't know how 
much they do. I am inclined to think that they provide an excuse 
for high interest rates to those who want an excuse. 

I fmi not at all certain that you should assume either that the 
amount of money supply and the interest rate must, of necessity, 
be responsive to one another, that you necessarily have to have a 
higher interest rate to ration credit when you have an adequate in- 
flow of the money supply. 

If you ration credit by high interest rates, you just squeeze out 
the guy who needs it, and you put the point to the only fellow who 
can get the credit, it ia the person who does not really need it. 

It seems to me we just ought to start with the idea that it is the 
policy of this Government ttiat we are not going to have interest 
rates any higher than 10 percent, anywhere for anything, and that 
that includes points, that we are not going to allow any points. 

I think we ought to have a natiomd usury law. That may seem 
an extreme policy, but every society in the history of the human 
race, going back to the Biblical days of the Old Testament, has 
beeoi ei\)oined against the evil and greed of usury. 

It is a wicked thing and a cruel thing to impose upon those aver- 
age people and the people at the bottom of the economic spectnmi. 
Every State in the Union, practically, voted, had for many yean a 
10-percent usury law and they have been forced by these large Fed- 
eral forces to raise those usury ceilings. 

Texas has reused the ceiling to 24 percent. That is meaningless. 
You might as well abolish it, and insofar as that concerns the Fed- 
eral Government, it pretty well has. I think it is a vicious cycle, in 
which high interest rates create high unemployment, high unem- 
ployment contributes to high deficits, no doubt about that, that is a 
weU-established fact. High deficits then, in turn, provide an excuse 
for high interest rates. 

Somewhere we have got to break into that cycle. I think we 
ought to attack it on all fronts. Doing things to get people off un- 
employment rolls tutck to work, we ought to be doing things to 
bring interest rates down. If it means mandating it by Congress, if 
that is what it takes, we ought to do that, and we ought to be doing 
things to bring the deficits down. 

Let me show you how bringing interest rates down will have 
something to do to help bring the deficit down. You know how 
much money we are spending this year in this budget? We have 
got about a $750 billion Federal budget. Do you know how much 
goes for interest? Approximately $100 billion this year, fiscal year 
1983, is being bled from the Tretisury to pay interest on Federal 
obligations. 

Well, so there you have a very substantial portion of the deficit. 
$100 billion this year. Now, if interest rates were back at the level 
t^t they were 6, 7, or 8 years ago, we would be reducing the defi- 
cit by approximately $30 billion this year, we would be paying 
about that much less in interest rates and our deficit would be that 
much lower. 
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So, it is chickens and eggs. To my mind, the policy of aasumable, 
livable, a£Fordable interest rates, a goal in and of itself, if we are to 
have a humane social structure, ftnd if we are to have a society 
that creates economic growth, and if we are to have an intelligent 
apfwoach to getting this oounl^y back on its feet economically. 

Oiaimian Fauntrot. I thank you. 

ftfr. Hansen? 

lilr. Hansen. Mr. Wright, when you talk about the responsivs- 
ness of the Federal Reserve, I find in some of my investigatjons as 
a member of the Banking Committee, that especially some of the 
Federal units in places like New Yor^ where they get preoccupied 
with foreign operatiims that they certainly don't know if someone 
is employed, it takes some time today to find out that they have 
jurisdictum over upstate New York or places like this, and your 
comment regarding the deficits, it may not be an excuse, but it cer- 
tainly leaves us vulnerable for the money market forces for any- 
body else to play the interest rate game on you, because they can 
always come back, right now you have lower interest with a big 
deficit, but you Eilways have that threat held over you that tomor- 
row it could be higher interest because of the big deficit. 

I certainly share your concern over what that deficit is doing to 
interest rates and potential interest rates. 

Chairman Fauntkoy. Mr. Patman? 

Mr. Patuan. Thank you, Mr. Chairman. 

I just want to tell the nugority leader how much I admire his 
statement here today find how much I appreciate the sentiments 
he has voiced. It is just rare that someone in the Congress £uid in 
politics, in government, speaks out against these enormously high 
interest rates, and the danger they are doing to the country. 

Certainly you don't iind many bankers. I think it is regrettable 
that these small town bankers don't feel like they are free enough 
to speak out because I know a lot of them feel that they are being 
damaged and their communities are t>eing damaged, and people 
among whom they live are being damaged by the policies of the 
Fed, you don't find many businesses that mil speak out, many 
businessmen, because apparently they Eire thinking about the next 
time they have to go down to try to borrow some money. 

But we need more people like you, Mr. Majority Leader, to speak 
out on these, and we appreciate the fine testimony you have given 
us here today. I am a little concerned about your mentioning that 
10 percent Ihnit on interest as being picked up, but it appears as 
the primary focus of your testimony here today. 

I am sure it wasn't, although it was a very good sentiment, and 
an important one. And a good statement, but your bill that you are 
testifying in behalf of is one of great merit. I think it sets a tone 
that we need, sets some direction. 

We need to get away from the pure, cold-blooded, refrigerated 
Federal Reserve policy involving simply looking at these so-called 
monetary eiggregates or credit aggr^ates or whatever else they say 
they are looking at in order to impose upon the American people 
the impression of high interest rates; it is hurtii^ not only us, but 
the entire free world. 

Thank you, sir. 
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Mr. Wright. Mr. Patman, I thank you very much. Let me hasten 
. to say to anyone who might have misunderstood, that I wasn't here 
primarily to advocate a 10-percent usury ceiling, that is not the bill 
that is before ua, although I would vote for one, if we had one. 

But I do believe that some very stringent measures may be nec- 
essary if this doesn't work. I would like to try the bill before us 
first, and see if we can, by that means, influence a stefidier, more 
predictable, gradual lowering over the years of interest rates and 
long-term interest rates so we can encourage people to make those 
long-term investments that will create the robust economic recov- 
ery all of us. Democrat and Republican alike, desire. 

Mr. Patman. And certainly, you would like to see that 10-per- 
cent usury limit set by conscience, if not by statute. 

Mr. Wright. I would have, but 1 haven't seen it set by con- 
science. If conscience doesn't get affected by wearing a hair shirt 
now and then, it may have to be done by statute. We may be near- 
ing the point where we have another critical watershed similar to 
that in which Andrew Jackson had to confront the Bank of the 
United States. 

I hope we don't have to come to that kind of a traumatic land- 
mark in our Nation's history but, one is going to be done or the 
other is. Either the public interest is going to prevail or the public 
is going to be dictated to and just about controlled by the financial 
interests. 

Mr. Pathan. 1 don't see any evidence that the Administration is 
likely to confront the big banks or the Federal Reserve; they just 
seem to utter some mild criticisms from time to time and back up 
almost immediately. 

Chainnan Fauntroy. And they start patting the Fed on the 
back. 

Mr. Weight. I was not suggesting there was very much similar- 
ity between Ronald Reagan and Andrew Jackson. 

Chairman Fauntroy. You have been more than generous with 
your time. 

Mr. Wright. I appreciate that. 

Chairman Faunteoy. We appreciate your staying this extra 
time. We have been joined by Mr. Hiler, a member of the commit- 
tee, and I just want to acknowledge his presence and indicate two 
things: First, if you have questions, the m^ority leader has agreed 
to answer them in writing; and second, it is our hope we will be 
able to report a bill by the end of the month. 

So, thank you very much. 

Mr. Wright. Thank you very much, Mr. Chairman. 

Chairman Fauntroy. Thank you. 

[Wbereupon, at 3:15 p.m., the subcommittee was adjourned.] 
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